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TAX FORUM
ROSEMARY HOBAN, C.P.A.

CURRENT DEVELOPMENTS
Now that the time for preparation of in
come tax returns is upon us, it might be wise
to review some of the recent developments
that are concerned with the preparation and
filing of federal tax returns.
In the first place, the Treasury Department
is requesting that the preparers of tax returns
fill in all the necessary lines on the official
forms instead of showing only the net income
figure with attached separate schedules. The
use of automatic data processing equipment
makes it necessary that the data be uniformly
presented in order to be properly classified.
The Commissioner of Internal Revenue re
cently indicated that all returns will be fully
processed by automatic equipment by 1966.
Individual taxpayers will note also that the
Form 1040 has only two pages. However, this
shortened form will not be much help to
individuals who have income from dividends,
interest, pension or annuities, rents or royalties,
partnerships, estates or trusts, or from other
sources, or who are entitled to the retirement
income credit, since such individuals must
also file separate Schedule B which covers
these items. In addition to Schedule B, the
usual schedules for business income (Schedule
C), gains and losses from sales or exchanges
of property (Schedule D), and for farm in
come (Schedule F) must be filed where appli
cable.
Taxpayers will also observe that certain
inventory information is requested on returns
for individuals filing Schedule C, partnerships,
and corporations. This follows the Treasury
Department announcement of May 1961 that
inventories will be reviewed more closely in
the audit of returns. Question 3 may be
particularly troublesome in that it will require
the accumulation of information necessary to
provide both cost and market valuations where
a reduction to market is taken. It is suggested
that careful consideration be given in answer
ing these questions. The questions indicate
that the method of computing inventories for
tax purposes should be reviewed by taxpayers
to determine that such methods conform to
Treasury regulations. Inventory valuation may
present a significant tax problem in future tax
return audits.
Another development in connection with
tax returns is the use of taxpayer numbers.
Each taxpayer is to be assigned a number
which must be shown on all returns. For
taxpayers presently subject to social security

11

tax, the social security number will serve for
all purposes. Those individuals, estates, trusts,
and partnerships or corporations that are not
now subject to employment taxes, will be
assigned numbers upon application. Such
applications are not available as of this writ
ing. The taxpayer numbers will be required on
all returns, including information returns, for
years beginning after December 31, 1961, so
that such numbers will be required on the
1962 declarations of estimated tax.
Taxpayers subject to social security taxes
should by now be aware of the increase in the
rates of tax effective for all wages and salaries
paid on or after January 1, 1962. The tax on
employers and employees on the first $4,800
of wages paid to each employee is increased
to 3⅛% and the self-employment tax is in
creased from 4½% on 1961 self-employment
income up to $4,800 to 4.7% on such income.
The tax on employers only under the Federal
Unemployment Act is increased from 3.1%
for 1961 to 3.5% for 1962 and 1963. Credits
against this tax are allowed for timely con
tributions to state employment funds.
“A Favorite Winter Pastime”
About Christmas time, when some few mil
lions are reminded by receiving a booklet in
the mail that Internal Revenue Service is
going to want some information within the
next three and a half months, their thoughts
turn to the fascinating subject of deductions,
a favorite winter pastime. They really have no
intention of rushing to file their income tax
return during January, they just want to
ponder on the possibility of itemizing.
What about the theft of snow tires from
overhead in the garage early in the fall? The
cost of repairing both his own and the other
fellow’s car when the insurance renewal had
been neglected? What about the loan of money
to his brother-in-law that has not been repaid?
The cost of repairs to his home from damages
resulting from the river overflowing?
He takes a little time to test. Will the total
of all nonbusiness deductions come close to the
standard 10%? Perhaps he can make an ad
ditional payment on the real estate mortgage
thus increasing interest deductions. Maybe
he had planned to get new dentures or is
waiting to have his teeth extracted immediately
after the Holidays and considers advancing the
cost to his dentist now so he may build up
his medical expense this year.
Perhaps he should discuss his problem with
someone else. Surely there should be some

fellow employee at the shop that was in a
similar situation in the past, or maybe they
have read more newspaper articles than he,
so would be capable of giving sound advice.
So what does he do? One may visualize
millions of taxpayers sizing up the actual and
possible deductions, discussing with millions
of others, “Can I—Can’t I”—Do you suppose
they would find out, etc.? While this is going
on Internal Revenue Service agents are pouring
over cases from these same millions which had
been filed for previous years.
Where has this itemizing deductions complex
put us? It is costly in general, for Internal
Revenue Service spends millions annually to
check doubtful returns. We know there is
temptation to cheat and many have been un
able to resist due to high tax rates. This de
duction of certain personal costs was granted
by Legislation years ago. We know that the
contribution deductions on many returns are
more fiction than fact.
Some time after each year the Service
publishes statistics which have been compiled
from personal returns. They aren’t always in
the year following. The last figures available
are now a few years old. If we were to com
pare the itemized deductions with the standard
deductions, the automatic 10% allowance, we
would learn what effect these nonbusiness
deductions have had on most of us.
Take a comparison of incomes of persons
having a gross income of less than $10,000.
For the year in question taxpayers in that
range were 93% of the total. There were 54
million taxpayers, of which 37 million took
that standard 10% deduction. This majority
“paid through the nose.” The rest itemized
deductions totaling 20½% of their combined
incomes. This shows the majority paid more
than their share of total taxes, also paid more
in proportion to their income than did the
itemizers. The actual figures show the majority
had an average gross income of $3207 with
taxes of $317 or 9.98%, while the itemizers
had average gross incomes of $5188 and taxes
of $453 or 8.73%.
Our original income tax was established on
the principle of ability to pay, and the rates
of taxation adopted were graduated as the
method to reach this result. Looking at the
above percentage, the whole situation appears
reversed. When the original standard deduc
tion was allowed in 1944, the 10% was ade
quate. For several years most taxpayers used
it. As years went by and interest rates on
mortgages and taxes increased, the percentage
decreased gradually until in 1958 the standard
deductors reached a low of 65% from a
starting point of 85%.
We can assume that mortgage interest and

real estate taxes are the items to make up the
itemizer’s deductions in this income bracket.
But consider the tenant who pays these ex
penses along with building up the equity on
the landlord’s property? As paid indirectly they
are not deductible—so most tenants use the
standard 10%.
Many of the 37 million used the simple
card form to file their return. It is likely that
many of these over paid their tax, either by
choosing the easier way or not realizing they
had nonbusiness deductions. Included in this
37 million using the standard deductions, were,
almost unbelievably, some 27 million who had
homes free from debt, so their reward for
being industrious and saving was a higher
annual tax bill.
Since the year from which these figures
were taken the mortgage debt has increased
many billions, property taxes are on the move
up, state and local taxes have been raised and
almost all costs and services have risen. So
also will this percentage of higher taxes by
lower income groups have risen. Most of the
people in the low income group have little
understanding of their income tax situation.
They do not know how it came about nor do
they actually know what is a proper tax de
duction.
The typical citizen is a taxpayer who recog
nizes the fact that the government needs
money for operating and to build up defense.
He does not want to pay more than his share,
so he engages in the favorite winter pastime
with all seriousness. —WHY—because original
ly legislation granted nonbusiness deductions
—making many dishonest who wouldn’t think
of stealing an apple from his next door
neighbor’s tree.
Contributions seem to supply the easier and
most popular way of building up the deduc
tions—claimed but not made. It would be an
interesting comparison to see the amount of
actual collection by charitable institutions
against the amounts claimed. Many are dif
ficult to verify, some are impossible, ena
bling the chisler to pad the deduction for his
pet charity.
Another small source of deduction is the
state gasoline and cigarette tax.
The Internal Revenue Service is installing
methods of verifying incomes, that all will be
reported, is now making many more audits
of tax returns; checking for discrepancies,
proof of payments, etc. But as yet nothing has
been done to equalize the percentage of
amounts allowable for deductions in this lower
income group.
Dorothy W. Fulrath
Rockford Chapter
(Statistics obtained from “Taxes” CCH)
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